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The influence of microcredit financing conditions on the financial 

performance of microenterprises in Burkina Faso 

 

Abstract 

This article examines the influence of microcredit financing conditions on the financial performance of 

microenterprises in Burkina Faso. To this end, an analysis was carried out using a linear model for a 
sample of 129 microenterprises based on panel data from 2017 to 2019. The results obtained using the 

Feasible Generalized Least Squares (FGLS) method show that the amount of microcredit and the 

repayment period have a positive impact on the financial performance of microenterprises. In contrast, 

the interest rate, proximity to microfinance institutions (MFIs) and the gender of the business owner 
negatively affect this performance. These results emphasize that in the Burkinabe context, proximity to 

MFIs does not guarantee the profitability of microenterprises, but rather benefits MFIs in repaying loans 

and expanding their portfolio. They also indicate that women-led micro-enterprises are less profitable 
because they have difficulties accessing credit, particularly due to a lack of collateral. Conversely, 

businesses run by educated owners have better financial performance. 
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1. Introduction 

As part of its economic and social development policy, the government of Burkina Faso has 

prioritized the self-reliance of its population, particularly its youth, by promoting private 

initiative and participatory development. To achieve this goal, micro-enterprises have been 

identified as a key driver of development due to their significant impact on job creation across 

the economy. 

However, micro-enterprises, like small and medium-sized enterprises (SMEs), have difficulties 

in accessing finance for their business development, despite the existence of microfinance 

institutions (MFIs). In Burkina Faso, there are currently around 135 MFIs throughout the 

country. These institutions aim to provide credit to borrowers who are excluded from the 

traditional financial market, especially micro-enterprises, and should therefore facilitate access 

to finance for these companies. 

The difficulties that micro-enterprises have in accessing microcredit are mainly due to the 

financing conditions. Studies show that these businesses are faced with increasingly complex 

financing conditions imposed by MFIs, which they find difficult to meet (Kaoutoing et al., 

2017). In particular, research suggests that microenterprises lack adequate collateral to secure 

microloans (Ciguino & Paul, 2016). They also face high interest rates (Acclassato, 2008), low 

microloan amounts (Koloma, 2010; Lelart, 2006) and short repayment periods (Koloma, 2010; 

Ngendahayo, 2008; Simen & Diouf, 2014). These conditions pose significant constraints for 

microenterprises, which are often unable to meet these requirements (Awunyo-Vitor et al., 

2014; Jaffee & Russell, 1976). 

Some authors such as Zaman, (2000), Honlonkou et al, (2001), Lelart, (2006), Ciguino & Paul, 

(2016) consider that the financing conditions for microcredit can have a significant impact on 

the profitability of microenterprises. As emphasized by Fouillet et al (2007), these constraints 

related to microcredit financing conditions can even lead to a deterioration of the financial 

situation, a significant pressure on cash flow and even the disappearance of microenterprises. 

According to Petersen & Rajan (1994), poor financing conditions for microcredit hinder the 

growth of microenterprises. However, very few studies have focused primarily on analyzing 

the impact of microcredit financing conditions on the financial performance of 

microenterprises. In fact, most studies focus on the relationship between access to microcredit 

and microenterprise performance Koloma (2010). To our knowledge, microcredit financing 

conditions have been little studied by researchers, although this research is essential for 

understanding the influence of these conditions on microenterprise performance and growth 

difficulties.   

The objective of this research is to analyze the influence of microcredit financing conditions on 

the financial performance of microenterprises in Burkina Faso. Our research contributes to the 

literature in two ways: First, our study focuses on the financing conditions of microcredit, an 

area that has received little attention from researchers. Since financing conditions affect firm 

growth, analyzing their impact on microenterprise performance allows us to examine the 

relationship between financing conditions and firm profitability. Second, our study focuses on 

microenterprises in Burkina Faso. To our knowledge, there are no studies that relate these two 

concepts in the Burkinabè context. Examining the relationship between microcredit conditions 

and microenterprise performance could allow microfinance institutions and regulators to better 

understand the impact of microcredit conditions on microenterprise profitability, as financing 

microenterprises in Burkina Faso remains difficult and appropriate solutions need to be found. 

In addition, the study can show which microcredit financing conditions are conducive to 

microenterprise performance. It also helps to identify the conditions of microcredit financing 

that are conducive to microenterprise performance. This can help MFIs and policy makers 

develop more effective strategies and programs to support microenterprise development. 

http://www.ijafame.org/
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To better understand how microcredit financing conditions affect the financial performance of 

microenterprises, this study draws on the theory of asymmetric information. The theory 

examines the dynamics between the lender (MFI) and the microenterprises that agree to repay 

the loan and pay interest according to the terms of a previously signed contract. Financial 

institutions often tighten financing terms due to significant information asymmetry, which poses 

a risk when lending to high-risk borrowers, also known as “bad borrowers”. 

This study examines the influence of microcredit financing conditions on the financial 

performance of microenterprises. A linear panel data model estimated using the feasible 

generalized least squares (FGLS) method was used to analyze data from 2017-2019. 

The article is divided into three sections. First, we provide an overview of the existing literature 

on the relationship between microcredit financing conditions and the financial performance of 

microenterprises. Second, we describe the methodology used. Finally, we present the results 

obtained. 

2. Literature review 

The financing of micro-enterprises is linked to various conditions. Empirical studies show the 

connection between the financing conditions, such as the geographical proximity between the 

microenterprise and the lending IMF, the amount of the microloan, the repayment periods, the 

interest rates and the financial performance of microenterprises. The theory of asymmetric 

information can explain this relationship. 

2.1. Theory of asymmetric information and tightening of microcredit financing 

conditions 

In the microcredit market, microfinance institutions (MFIs) are confronted with an information 

asymmetry, i.e. they have insufficient knowledge of the risks associated with the loans, while 

borrowers are better able to assess the prospects of success of their microenterprises. This 

discrepancy leads to a situation in which the MFIs are uncertain about the risks. As a 

precautionary measure, they may therefore tighten financing conditions to protect themselves 

from the risk associated with borrowers who are considered unreliable and commonly referred 

to as “bad borrowers”. However, this approach may also deter “good borrowers” who deserve 

more favorable financing terms. 

Since the demand for loans from risky borrowers is less sensitive to interest rate fluctuations, 

financial institutions unintentionally select the riskiest borrowers. This forces them to tighten 

their financing conditions and raise interest rates. However, there is a threshold beyond which 

the increase in risk outweighs the impact of an interest rate increase. Under these circumstances, 

institutions prefer not to raise interest rates and instead tighten financing conditions, leading to 

a rationing of available microcredit (Stiglitz & Weiss, 1981). 

Moreover, managers of micro-enterprises often tend to conceal the true state of their results in 

order to minimize their repayment obligations. This tendency leads lenders to set up control or 

monitoring mechanisms to verify and ensure the accuracy of financial statements and the 

financial strength to recover the borrowed funds if necessary. Given this information asymmetry 

and the risk of opportunism on the part of micro-enterprises, MFIs generally resort to stricter 

financing conditions. The lack of trust resulting from the low reliability and opacity of 

accounting information systems, centralized management by the owner-manager and high 

monitoring costs (especially for micro-enterprises) in the event of disputes are among the main 

factors that lead MFIs to adopt a demanding approach. This situation leads MFI managers to 

tighten financing conditions for microcredit and limit microenterprises' access to available 

microcredit. 
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2.2. Relationship between microcredit agents’ proximity and microenterprises 

financial performance 

The concept of “proximity” is fundamental to microfinance and is often referred to by 

researchers as “proximity finance”. Originally, proximity was introduced in the field of 

microfinance as a strategy to reduce the risk associated with asymmetric information (Lelart, 

2008; Mayoukou, 2000). However, a study conducted by Essomba et al. (2013) found that loan 

officers also consider field visits to be essential. During the repayment phase of the microloan, 

loan officers conduct visits tailored to the perceived risk. The purpose of these visits is to verify 

that the funds are being used for the intended purpose, i.e. to finance the microenterprise’s 

working capital needs and support its growth. 

Certain microenterprise activities may require commercial support. Microcredit intermediaries 

can offer marketing advice. Honlonkou et al. (2006) also describe personalized advice, referred 

to as dynamic incentives, which may include advice on the manager’s family life and business 

development. Bekolo & Onomo (2008) argue that sharing common values that reflect cultural 

closeness strengthens relationships and promotes trust between the parties. The authors also 

emphasize that microcredit officer visits are not limited to meeting repayment deadlines, but 

also include ongoing management training to increase microenterprise profitability. These visits 

enable the microcredit officers to monitor the financed projects and train the owners in a timely 

manner to improve the financial performance of their microenterprises. 

The analyzes show that the environmental changes have prompted microcredit intermediaries 

to expand their role beyond lending. Previously, their role was limited to mitigating the risks of 

adverse selection and moral hazard between MFIs and micro-enterprises. Now, however, they 

contribute to the success of micro-enterprises by closely monitoring their post-loan activities. 

Moreover, if the performance indicators do not point to favorable growth prospects for the 

enterprise, the microcredit officer becomes more involved. Compliance with the contractual 

obligations under the microcredit depends on the performance of the microenterprise (Essomba 

et al., 2013). According to Eniola & Entebang (2015), the distance between the borrower and 

the bank determines the transaction costs. They explain that when a bank and borrower are 

geographically close, it encourages more frequent face-to-face interactions, which in turn 

strengthens the relationship between them. Di Maggio & Yao (2021) document that the lack of 

relationship with borrowers in automated lending processes can lead to moral hazard, 

prompting lenders to raise interest rates. According to Kirschenmann (2016) strong lender-

borrower relationships play a crucial role in mitigating credit rationing for small and opaque 

firms. Therefore, a shorter distance between the lender and borrower allows for the collection 

of a greater amount of soft information needed for effective client screening and credit 

monitoring (Mori & Ng’urah, 2020) which can improve the borrower's financial performance. 

We posit the following hypothesis: 

 H1: The proximity of microenterprises to the MFI has a positive influence on their financial 

performance  

2.3. Relationship between microcredit amount and financial performance of 

microenterprises 

The profitability of microenterprises is influenced by the amount of credit granted. Koloma, 

(2010) argues that the amount of microcredit is not sufficient to generate high revenues needed 

to sustainably improve financial performance. Lelart, (2006) notes that microcredit recipients 

usually receive only modest amounts, which can make it difficult for them to engage in 

production or processing activities that would significantly improve the financial performance 

of their microenterprises. Research has shown that there is a minimum microcredit threshold 

that must be met for a microenterprise to be successful. A study conducted by Zaman (2000) in 
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Bangladesh found that microenterprises that received a loan of more than 10,000 taka (about 

200 dollars) showed a more significant improvement in their performance and profitability than 

those that did not meet this threshold. This observation was confirmed by a study conducted by 

Koloma (2010) in Mali, which found a sudden or gradual emergence of negative effects of loan 

size on the performance of borrowing firms. The study suggests that a credit threshold must be 

reached for the impact on microenterprise performance to be significant.  

In general, the limited amount of microcredit available hampers the ability of microenterprises 

to make profitable investments that can improve their financial performance. The modest loan 

amounts are often used for consumption rather than investment. In order to have a significant 

impact on the financial performance of microenterprises, a certain threshold in terms of the 

amount of microcredit must be reached.  

Previous studies have documented a positive relationship between microenterprise performance 

and the amount of microcredit. Moussa (2020) showed that the amount of microcredit has a 

positive and significant impact on the turnover and net profit of Lebanese SMEs. Ramli & Zain 

(2023), Ciguino & Paul (2023), Novignon, (2023) and Semegn & Bishnoi, (2021) confirm these 

results for microenterprises from Malaysia, Haiti, Jamaica and Ethiopia. Based on these 

analyzes, we formulate the following hypothesis: 

H2: The amount of microcredit has a positive influence on the financial performance of 

microenterprises 

2.4. Relationship between microcredit repayment periods and financial 

performance 

Microfinance institutions (MFIs) impose short repayment periods and high payment 

frequencies on microenterprises (Ngendahayo, 2008). These repayment periods offer several 

advantages to MFIs. First, they enable early identification of potential problems among 

borrowers and encourage timely intervention before the project is jeopardized. They also 

improve the MFI’s liquidity and confirm that the borrower has alternative sources of income 

besides the project. In addition, the automatic repayment immediately after approval of the 

microloan helps to ensure that the funds are not misused. This process also enables the early 

identification of defaulting borrowers, who notify the lender. 

However, microenterprises face major challenges in accessing microcredit without a grace 

period. Microenterprises that do not generate sufficient profits from their activities, whose 

income is subject to strong seasonal fluctuations and where repayment is often delayed, have 

to contend with considerable costs (Ngendahayo, 2008). Field et al. (2013), based on field 

experiments in India in a context similar to sub-Saharan Africa, characterized by a dominant 

informal sector, compared the impact of a conventional contract that provided for immediate 

repayment of the microcredit after disbursement with a contract that provided for a two-month 

grace period. The study found that the grace period contract stimulated investment activity and 

improved the financial performance of microenterprises receiving microloans. Furthermore, the 

results suggest that contracts that require early repayment discourage investment and thus limit 

the potential impact of microcredit on the financial performance of microenterprises. 

Ciguino & Paul (2016) investigated the correlation between the repayment period of microloans 

and the financial performance of microenterprises. The study focused on 62 microenterprises 

in the West Department of Haiti and found that restrictions related to microcreditthe repayment 

periods of microcredit hinder the operation of microenterprises and thus affect their financial 

performance. In a more recent study, Ciguino & Paul (2023) examined microfinance conditions 

and financial literacy in financial performance in Haiti based on an area-wide sample of 544 

micro, small and medium enterprises (MSMEs) in thirteen municipalities in Haiti. Their study 

shows a positive and significant impact of repayment duration on financial performance. 

Banerjee et al. (2015) recommend that microcredit institutions should be more innovative in 
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supporting beneficiary microenterprises by offering loan models with repayment periods that 

are better aligned with borrowers’ cash flows. Beaman et al. (2013) also point out that the 

inclusion of grace periods in loans leads to an increase in investment and revenue for 

microenterprises, helping to improve their financial performance. 

After conducting these analyzes, it is evident that loan programs that offer shorter repayment 

periods and reduce a portion of the amount lent increase the cost-effectiveness of loans for 

MFIs. This is because the net amount lent is lower than the amount used to calculate interest 

payments. However, for micro-enterprises, these lending schemes lead to an increase in the 

effective interest rate. Based on these results, we formulate the following hypothesis: 

H3: The repayment periods of the microcredit have a positive influence on the financial 

performance of microenterprises 

2.5 Relationship between microcredit interest rates and financial performance of 

microenterprises 

Empirical studies have examined the relationship between microcredit interest rates and the 

financial health of microenterprises. Koloma (2010) notes that the goal of MFIs is to recover 

the loan funds quickly while covering the risks associated with the loan. For micro-enterprises, 

high interest rates lead to financial pressure on those who are struggling, which hinders 

investment and financial performance. 

Morduch (1999) argues, however, that the cost of loans rationed by MFIs is less significant. He 

assumes that the demand for loans for population groups that were previously rationed is not 

very sensitive to the interest rate. Under these circumstances, the demand for credit is no longer 

determined solely by the high cost of credit in the form of the effective interest rate. This 

observation can be partly explained by the persistent demand for high-cost loans within MFIs. 

It is normal for the high risks associated with micro-enterprises and the costs associated with 

small loan amounts to be offset by high interest rates. Acclassato (2008) agrees and points out 

that access to credit remains the biggest problem for micro-enterprises. In other words, the 

interest rate seems to be acceptable to the beneficiaries because this group has not had access 

to finance for a long time. Moreover, it is in the interest of micro-enterprises to continue paying 

high interest rates in order to continue benefiting from long-term loans. 

In contrast to the aforementioned authors, some studies have shown that the banking practices 

of MFIs do not respect usury limits (Montalieu, 2002; Ouattara, 2003). Therefore, researchers 

have relativized the impact of microcredit on the financial performance of microenterprises in 

developing countries (Buckley, 1997; Rogaly, 1996). Microenterprises continue to struggle with 

financial difficulties even after they have received loans from MFIs for several years.  

According to the theory of financial leverage, the financial health of a company depends on 

sufficient profitability to exceed the cost of capital. There is a positive impact on profitability 

when the return on financed investments exceeds the cost of financing. Conversely, profitability 

decreases if the financing costs exceed the return. It is important to note that flexible and 

appropriate financing conditions can improve the financial performance of a microenterprise. 

However, if these conditions tighten, they can weaken the company’s solvency and jeopardize 

its operational continuity.  

Previous studies have found mixed results on the relationship between interest rates and the 

financial performance of microenterprises. Some authors have found a negative relationship 

(Amsi et al., 2017; Beldine et al., 2021), while others show a positive or no influence (Ciguino 

& Paul, 2016; Longo, 2023) between these two variables. In line with financial leverage theory 

and given the higher interest rates faced by microenterprises in our context, we hypothesize that   

H4: The microcredit interest rate has a negative influence on the financial performance of 

microenterprises 
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3. Methodology 

This study examines the relationship between the financing conditions for microcredit and the 

financial performance of microenterprises. The sample consists of companies in Burkina Faso 

with less than ten employees and a turnover of no more than fifteen million (15,000,000) CFA 

francs, according to the definition of a microenterprise in the SME. 

3.1. Study data 

Our empirical study is based on data from 129 microenterprise borrowers observed between 

2017 and 2019. The data were extracted from the business files kept by the microfinance 

institutions when the microcredit was granted. The files come from MFIs operating in Burkina 

Faso that responded positively to our request for information. The business file contains 

information about the microenterprise receiving the loan and the conditions of the loan. 

We examined 129 loan files from MFIs. The microenterprises took out consecutive loans 

between 2017 and 2019, which matured every year. However, we were not able to extend our 

observation beyond this reference period. This is because it is rare for microenterprises to take 

out consecutive loans beyond these three years when collecting information from company 

files. 

3.2. Model variables 

The empirical model comprises three types of variables: dependent, independent and control 

variables. 

3.2.1. Dependent variable 

The dependent variable in our model is financial performance (PERF), which we evaluate using 

two main measures: the net profit at the end of the loan cycle (NP) and the microenterprise’s 

Return on Equity (ROE). The selection of net profit as an indicator is based on its ability to 

assess the operational efficiency of the company. This is done by comparing total revenues with 

expenses, which include cost of goods sold, administrative costs and interest. To provide a more 

comprehensive assessment of financial performance, we also use return on equity, a relative 

measure. This approach provides a comprehensive perspective on the financial performance of 

the microenterprise by considering both overall profitability and return on equity. 

3.2.2. Independent variables 

The variables of interest in the model are the amount of the loan, the repayment period, the 

interest rate and the proximity of the MFI to the microenterprise.  

The Level of the Loan Amount (LLA): For most microfinance institutions in Burkina Faso, 

this is between 25,000 and 2,000,000 CFA francs for the first loan. The term of the loan, the 

perceived risk and the type of activity of the microenterprise are all factors that affect the loan 

variations. Previous research shows that the amount of microcredit has a positive impact on 

microenterprise performance (Amsi et al., 2017; Ciguino & Paul, 2016; Semegn & Bishnoi, 

2021). 

Repayment period (RP): it refers to the time given to fully repay the loan, which can range 

from 4 to 20 months.  Previous studies have shown that a longer repayment period has a positive 

effect on the financial performance of borrowing microenterprises (Ciguino & Paul, 2016; Field 

et al., 2013). 

The interest rate (INT): it determines the return on the capital lent to microenterprises. It is a 

monthly rate applied to the current loan amount. The interest rate is an indicator that has a 

negative impact on the financial performance of microenterprises (Amsi et al., 2017). Higher 

interest rates lead to higher interest charges on loans, reducing the profitability of 

microenterprises. 
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Proximity (PROX): the distance between the MFI and the microenterprise is used as a measure. 

A microenterprise is considered close to the MFI if it is less than three (03) kilometers away. 

Proximity is assessed using a binary variable that takes the value 1 if the microenterprise is 

close to the MFI and 0 otherwise. This mechanism allows MFI agents to support the 

microenterprises to improve their financial performance (Lelart, 2008). We expected a positive 

correlation between proximity and the microenterprise’s financial performance. 

3.2.3. Control variables 

Human capital (HC): human capital is measured by the level of education of the 

owner/manager of the microenterprise. This variable takes the value 0 for non-literate owner-

managers and 1 for literate owner-managers. An owner-manager is considered literate if he/she 

can read and write. We expect a positive correlation between human capital and financial 

performance. According to human capital theory (Becker, 1964; Schultz, 1961), micro-

entrepreneurs with a higher level of education are more likely to be successful and increase 

their profits. 

Gender (GD): GD indicates the gender of the owner/manager of the microenterprise, with a 

value of 1 for female and 0 for male. There are contradictory results in the literature regarding 

the relationship between the gender of the owner and the financial performance of the 

microenterprise. Rahman (1999) suggests that women, as managers of their households, are 

better able to effectively manage the microenterprises they run. However, Robb (2002) argues 

that women-managed businesses generally perform worse than those managed by men. 

Therefore, it is difficult to assume a priori that women-led microenterprises consistently 

perform better than male-led ones and vice versa. As a result, the influence of gender on the 

financial performance of microenterprises must be determined in the context of this study. 

3.3. The analysis model 

We build on previous research by Ba (2010), Ciguino & Paul (2016), adopting the following 

model of analysis for our study: 

𝑃𝐸𝑅𝐹𝑖𝑡 = 𝛽0 + 𝑋𝑖𝑡𝛽 + 𝑍𝑖𝑡𝜆 + 𝜀𝑖𝑡    (1)  

In this model, PERF represents the financial performance of the microenterprise, X represents 

the vector of independent variables that represent the microcredit financing conditions, Z 

represents the vector of control variables, β and λ represent the correlation coefficients, and Ɛ 

represents the error term. The following sections present all the variables of the empirical 

model. 

The model to be estimated is a linear panel model written as follows: 

𝑙𝑛 (𝑁𝑃𝑖𝑡+1) = 𝛽0 + 𝛽1𝑙𝑛 (𝐿𝐿𝐴𝑖𝑡) +  𝛽2𝑅𝑃𝑖𝑡 + 𝛽3𝐼𝑁𝑇𝑖𝑡 + 𝛽4𝑃𝑅𝑂𝑋𝑖𝑡 + λ1𝐻𝐶𝑖𝑡 + λ2𝐺𝐷𝑖𝑡

+ ε𝑖𝑡    (2) 

𝑅𝑂𝐸𝑖𝑡+1 = 𝛽0 + 𝛽1𝑙𝑛 (𝐿𝐿𝐴𝑖𝑡) +  𝛽2𝑅𝑃𝑖𝑡 + 𝛽3𝐼𝑁𝑇𝑖𝑡 + 𝛽4𝑃𝑅𝑂𝑋𝑖𝑡 + λ1𝐻𝐶𝑖𝑡 + λ2𝐺𝐷𝑖𝑡

+ ε𝑖𝑡    (3) 

To estimate these two models, we used Parks’ (1967) feasible generalized least squares (FGLS) 

method. This method enables us to address autocorrelation and heteroscedasticity of the errors 

simultaneously.  
 

4. Results and discussion 

4.1. Descriptive statistics 

The descriptive data presented in Table 1 show that the average net profit of the 

microenterprises in the sample was FCFA 225,782 in the period 2017-2019. In addition, the 

average repayment period for microloans was 8 months, with a standard deviation of 2.54. This 

result suggests that MFIs provide microenterprises with a limited time to utilize the borrowed 

http://www.ijafame.org/


Pascal BOUGSSERE, Mamadou TOE, Wend-kuuni Raïssa YERBANGA & Lawan tan Daouda TOE: The influence of 

microcredit financing conditions on the financial performance of microenterprises in Burkina Faso 

53 

www.ijafame.org 

funds before repayment is due. It is also important to note that interest rates for microloans are 

generally higher than those of conventional banks, with an average interest rate of 13.91% for 

an average microloan amount of 363,630 CFA francs. 

Of the 129 micro-entrepreneurs in the sample, 40.31% can read and write, 67.44% of whom are 

women. In addition, 61.24% of the microenterprises are located in close proximity to the 

lending MFI.  

Table 1: Descriptive statistics for the explanatory variables in the empirical model 

Variables Average 
Standard 

deviations 
Minimum Maximum 

Net profit 225,782.3 407,011.9 12,500 3,710,000 

Repayment period (month) 8.074935 2.548405 4 20 

Interest rates  13.91214 4.034506 8 20 

Level of credit amount 363,630.5 418,229.3 25,000 5,000,000 

Educational level of the owner-manager of 

the microenterprise  

Literate (%) Non-literate (%) 

40.31 59.69 

Gender of the owner-manager of the micro-

business 

Men (%) Women (%) 

32.56 67.44 

Proximity Yes No 

 61.24 38.76 
This table presents descriptive statistics for the variables of interest and controls on a sample of 129 micro-businesses from 

the 2017-2019 period. 

Source: Authors 

4.2. Mean comparison test 

Table 2 shows the results of the mean comparison tests. It is clear that micro-enterprises run by 

literate owners achieved significantly higher net profits on average in the three reference years 

than enterprises run by non-literate owners. 

Table 2: Comparative analysis of average net profit according to owner-manager’s level of education 

Years Literate owner-managers 

*N=52 

Non-literate owner-managers 

*N=77 

t Pr(T˃ t) 

2017 332,953 50,000 -7.8327 0.0000 

2018 647,753.5 62,735.71 -6.7318 0.0000 

2019 401,971.7 88,283.12 -6.7634 0.0000 
This table shows the results of the comparison tests of the average net profit according to the level of education of the owner-

manager over the period 2017-2019. 
*N = Number of observations 

Source: Authors 

Gender can influence the performance of microenterprises. The results of the mean comparison 

in Table 3 show that the amounts of microloans granted to female owners are significantly lower 

than the amounts granted to men from 2017 to 2019. In 2019, male owners received an average 

of 533,333.3 FCFA, while female owners received an average of 263,793.1 FCFA. 

Furthermore, the data shows that micro-enterprises owned and managed by men were more 

profitable than those owned and managed by women during the three-year period observed. 

Table 3: Comparison of average microcredit amounts and net profit by owner-manager gender 

Years 

Microcredit amount Net profit 

Men 

*N = 42 

Women 

*N = 87 

t Pr(T˃t) Men 

*N = 42 

Women 

*N = 87 

t Pr(T˃t) 

2017 226,785.7 164,942.5 2.3581 0.0199 242,885.7 126,004.4 2.6040 0.0103 

2018 422,023.8 213,672.4 4.0669 0.0001 572,263.1 166,422.8 4.0724 0.0001 

2019 533,333.3 263,793.1 4.4667 0.0000 387,662.6 131,247.1 4.2870 0.0000 
This table presents the results of tests comparing the amount of microcredit and net profit based on the gender of the owner-

manager from 2017 to 2019. 
*N = Number of observations 

Source: Authors 
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4.3. Regression results 

The results of the econometric model show that the financial performance of microenterprises 

in Burkina Faso is significantly explained by the amount of the microloan, the repayment 

period, the interest rate and the proximity to MFIs. 

The study found that there is a positive correlation between the amount of microcredit received 

by the owner-manager and the financial performance of the microenterprise, particularly in 

terms of net profit and return on equity. The results were statistically significant at the 1% 

threshold. In other words, a 1% increase in the amount of microcredit leads to a 0.684% increase 

in the microenterprise’s net profit and a 0.189% increase in its return on equity. The results 

indicate that a higher amount of microcredit makes it easier for microenterprises to make 

necessary investments, which leads to improved profitability. 

Table 4: Estimation Results for Models 1 and 2  

FGLS Estimator 
Coefficients and Z-statistics 

Model 1: Log (𝐍𝐏𝐢𝐭+𝟏) Model 2: 𝑹𝑶𝑬𝒊𝒕+𝟏 

Log credit level 
0.684***  

(44.10) 

0.189***  

(10.24) 

Repayment period 
0.0346***  

(4.19) 

0.0341***  

(3.94) 

Interest rates 
-0.0407***  

(-10.15) 

-0.0305***  

(-6.24) 

Proximity 
-0.0488*  

(-1.73) 

-0.107***  

(-3.77) 

Human capital of the owner-manager 
1.325***  

(13.14) 

0.0650*  

(1.81) 

Gender of owner-manager 
-0.239***  

(-5.52) 

-0.124***  

(-4.26) 

Constant 
2.951***  
(17.45) 

3.186***  
(14.58) 

Number of observations 387 387 

Wald chi2 statistic 5,457.73 264.75 

Prob > chi2 0.0000 0.0000 
This table presents the results of the estimation tests for the models that explain the influence of microcredit financing 
conditions on the financial performance of microenterprises from 2017 to 2019. Log (NPit+1) represents the neperian 

logarithm of the net profit of company i in year n+1, and ROE represents the return on equity. of company i in year n+1. 
* and ***, significance at 10% and 1% respectively. 

Source: Authors 

In addition, the duration of microloan repayment has a positive and significant impact on the 

financial performance of microenterprises. In particular, there is a positive correlation of 0.0346 

and 0.0341 between the loan repayment duration and the microenterprise’s net profit and return 

on equity, respectively. The results indicate that extending the repayment period of microloans 

leads to an improvement in the financial performance of microenterprises. In other words, 

microenterprises can achieve a higher return on borrowed capital over a longer period of time. 

The interest rate of microloans, unlike the repayment period, has a negative and significant 

impact on the profitability of microenterprises. This means that higher interest rates lead to 

lower profitability of these micro-enterprises. The profitability achieved through microcredit is 

lower than its cost, which has an unfavorable impact on the results of microenterprises. 

Similarly, the microenterprise’s net profit and return on equity are negatively affected by 

proximity to the MFI, with a negative correlation of 0.107 at the 1% threshold. This indicates 

that the profitability of the microenterprise decreases with increasing proximity to the MFI. 

This result is in contrast to our expectations, as proximity to the MFI should lead to an 

improvement in the profitability of the microenterprise. 
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The financial performance of microenterprises in Burkina Faso is significantly explained by the 

control variables. In particular, the gender of the owner/manager has a negative influence on 

the financial performance of the microenterprise, as shown by the model estimates, which show 

a negative correlation of 0.239 and 0.124 with the net profit and return on equity of the 

microenterprise at the 1% threshold. Accordingly, microenterprises run by women with access 

to microcredit are less profitable than those run by men. 

Regarding the educational level of the microenterprise owner, the results show that it has a 

positive influence on the profitability of microenterprises. The estimates show a positive 

correlation of 1.325 and 0.0650 with net profit and return on equity respectively at 1% 

threshold. This indicates that educated owner-managers manage their microenterprises more 

effectively, leading to improved profitability.   

To summarize, the amount of the microloan, the repayment period and the education level of 

the business owner have a positive and significant impact on the profitability of 

microenterprises as measured by net profit and return on equity. On the other hand, interest rate, 

proximity to the MFI and gender of the business owner had a negative and significant effect on 

the profitability of microenterprises in Burkina Faso. These results could be explained by the 

high interest rates, the short repayment periods and the difficulties in accessing finance for 

women. In Burkina Faso, the rationing of credit means that micro-enterprises attach little 

importance to the interest rate, even though it affects their profitability. The high effective global 

interest rates for microcredit thus reduce the profitability of microenterprises. In addition, 

rationing leads to the funds being used for other purposes, which is detrimental to the 

microenterprises’ profitability goals. Added to this is the short repayment period of eight (08) 

months on average, which forces owners to repay the loan in full before they have even had a 

chance to make it profitable, especially if it is a seasonal business. In addition, lack of material 

and financial collateral and gender stereotypes make it difficult for women to access finance 

and grow their businesses. 

4.4. Discussion  

The results show a positive correlation between the amount of microloans and net profit and 

return on equity. This finding confirms the results of previous studies by Honlonkou et al, 

(2001), Zaman (2000), Hofmann & Kamala, (2003), Lelart (2006), Amsi et al, (2017) and 

Semegn & Bishnoi (2021), which indicate that higher amounts of microcredit enable 

microenterprises to make their activities more profitable. The relationship between microcredit 

and the financial performance of microenterprises can be explained by the amount of credit 

granted. Larger amounts of microcredit enable microenterprises to finance the activities for 

which the loan was requested, which leads to an improvement in financial performance. 

Conversely, smaller amounts of microcredit can encourage consumption or the diversion of 

funds for other purposes, leading to a decrease in financial performance due to the additional 

costs incurred (Koloma, 2010). 

The repayment period for microcredit plays a stimulating role in increasing the profitability of 

microenterprises in Burkina Faso. This finding is in line with previous studies by Field et al, 

(2013), Karlan & Valdivia (2011), Banerjee et al, (2015), Beaman et al, (2013), Ciguino & Paul 

(2016), which have shown that the introduction of a grace period or the extension of repayment 

periods can facilitate income generation of beneficiaries. Microenterprises can increase their 

profits and repay loans more easily with the help of extended repayment periods.  

The results of the study on interest rates confirm the findings of Amsi et al, (2017), Montalieu, 

(2002), Buckley, (1997) and Rogaly (1996), which show that high interest rates negatively 

affect the performance of microenterprises. Angoue Engozogo (2011) and Koloma, (2010) have 

conducted studies in Gabon and Mali respectively that confirm this. Interest rates on microcredit 
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are high and generate costs that exceed the profitability of investments made with microcredit. 

This leads to a decline in financial profitability. 

The results of the study indicate that the proximity of micro-enterprises to the MFI has a 

negative impact on their net profit. This is in contrast to the findings of Bekolo & Onomo (2008) 

and Essomba et al. (2013), who found that microenterprises make more profit when they are in 

close proximity to MFIs. Although proximity should normally allow microenterprise owners to 

benefit from MFI advice and monitoring to improve their performance, it has a negative effect 

in our context. Aggressive canvassing can lead to microenterprises getting into debt without 

having a clear plan for loan utilization. Some MFIs use public relations to expand their loan 

portfolio by actively seeking new clients. Furthermore, proximity to MFIs is not necessarily a 

guarantee of support in managing and advising microenterprise projects. In summary, MFIs use 

their proximity to microenterprises to prevent the misappropriation of borrowed funds, ensure 

the repayment of microloans and sometimes even encourage new borrowing. 

As far as the control variables are concerned, our results on the educational level of owner-

managers are in line with our expectations. As expected, the level of education of owner-

managers of microenterprises has a positive and significant impact on their financial 

performance. Schultz (1961) and Becker (1964) developed the human capital theory, which 

states that an owner-manager with education can manage his business better than one without. 

It can therefore be assumed that an educated owner-manager has a more profitable company 

than an uneducated one. 

The results regarding the gender of owner-managers contradict those of Rahman (1999), who 

found that women in Bangladesh run businesses better than men, which should logically lead 

to more profitable businesses. However, our results are consistent with those of Robb (2002), 

who found in a sample of American companies that companies run by men performed better 

than those run by women. The results can be explained by the fact that in the Burkinabe context, 

women have less access to finance than men due to a lack of collateral. 
 

5. Conclusion 

This study examines the influence of microcredit financing conditions on the financial 

performance of microenterprises in Burkina Faso. It joins the ranks of empirical studies that 

deal with the topic of SME financing in general and specifically with the financing conditions 

of micro-enterprises. It is one of the few empirical studies that have looked at the conditions 

for microcredit financing for microenterprises in Burkina Faso. This study contributes to the 

scientific literature on the role of microcredit financing for the development of microenterprises 

and thus also for the socio-economic development of the beneficiary population groups. 

In this study, linear models are applied to panel data and estimates are made using the 

generalized least squares (FGLS) method for the period 2017-2019. The study shows that 

various factors significantly influence the financial performance of microenterprises in Burkina 

Faso. These factors include the amount of the microloan, the repayment period of the microloan, 

the interest rate, the proximity to MFIs, the level of education and the gender of the 

owner/manager of the microenterprise. 

By making the financing conditions for microcredit more flexible, microfinance institutions 

(MFIs) could improve the financial performance of microenterprises. To achieve this, MFIs can 

receive support from relevant government structures, such as microenterprise guarantee funds 

and microenterprise financing support and advisory structures. This support can take the form 

of microcredit sponsorship or technical assistance for risk management provided to MFIs by an 

independent structure. Our study is limited to the context of Burkina Faso. Future work could 

focus on a larger sample at the sub-regional level to illustrate the similarities and differences in 

financing conditions in sub-Saharan Africa. 
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